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NOTES TO FINANCIAL STATEMENTS 

 
1. Summary of Significant Accounting Policies 

 
A. Accounting Practices 

 
The financial statements of North East Insurance Company, (the “Company” or “NEIC”) are presented on the basis of 
accounting practices prescribed or permitted by Maine Bureau of Insurance. 

The Maine Bureau of Insurance recognizes only statutory accounting practices prescribed or permitted by the State of 
Maine for determining and reporting the financial condition and results of operations of an insurance company, for 
determining its solvency under the Maine Insurance Law.  The National Association of Insurance Commissioners’ 
(NAIC) Accounting Practices and Procedure manual (NAIC SAP) has been adopted as a component of prescribed or 
permitted practices by the Maine Insurance Law.  The Maine Superintendent has the right to permit other special 
practices that deviate from prescribed NAIC Accounting Practices and Procedures.  
 
A reconciliation of the Company’s net income and capital and surplus between NAIC SAP and practices prescribed and 
permitted by the State of Maine is shown below: 
 

State of
Domicile 2012 2011

Net Income
NEIC, Statutory basis ME (800,782)$        59,353$           
State Prescribed Practices that increase/(decrease) NAIC SAP ME -                   -                   
State Permitted Practices that increase/(decrease) NAIC SAP ME -                   -                   
NAIC SAP ME (800,782)$        59,353$           

Surplus
NEIC, Statutory basis ME 30,243,146$    31,037,633$    
State Prescribed Practices that increase/(decrease) NAIC SAP ME -                   -                   
State Permitted Practices that increase/(decrease) NAIC SAP ME -                   -                   
NAIC SAP ME 30,243,146$    31,037,633$    

�

 
B. Use of Estimates in the Preparation of the Financial Statements 

 
The preparation of financial statements in conformity with Statutory Accounting Principles requires management to 
make estimates and assumptions that affect the reported assets and liabilities. It also requires disclosure of contingent 
assets and liabilities at the date of the financial statements and the reported amounts of revenues and expenses during 
the period. Actual results could differ from those estimates. 
 

C. Accounting Policy 
 
Premiums are generally earned pro-rata over the period the coverage is provided. Unearned premium represent the 
portion of premium written which is applicable to the unexpired term of the policies in force. The unearned premium 
reserve is computed by pro-rata methods for direct, assumed and ceded business. 
 
Expenses incurred in connection with acquiring new business, including such acquisition costs as sales commissions, 
are charged to operations as incurred.  Expenses incurred are reduced for ceding allowances received or receivable. 
 
In addition, the Company uses the following accounting policies: 
 
 1. Investment grade short-term bonds are stated at amortized cost. Non-investment grade short-term bonds are stated 

at the lower of amortized cost or fair value. 
 2. Investment grade bonds, not backed by other loans, are stated at amortized cost using the scientific interest 

method. Non-investment grade bonds with NAIC designations of 3 through 6 are stated at the lower of amortized 
cost or fair value. 

 3. Common stocks, other than investments in stocks of subsidiaries and affiliates are stated at fair value. Investment 
in affiliates is stated at statutory equity. 

 4. Investment grade redeemable preferred stocks are stated at amortized cost. Investment grade perpetual preferred 
stocks are stated at fair value. Non-investment grade preferred stocks are stated at the lower of amortized cost or 
fair value. 

 5. Mortgage Loans – not applicable. 
 6. Investment grade loan-backed securities are stated at amortized value. Non-investment grade loan-backed 

securities are stated at lower of amortized cost or fair value. The retrospective adjustment method is used to 
amortize all securities, excluding the structured securities below AA category which is amortized prospectively. 

 7. The Company carries no investment in subsidiaries, controlled or affiliated companies.  
 8. Investments in limited partnerships are carried at the underlying audited GAAP equity value of the investee or at 

fair value. 
 9. Derivative Investments – not applicable. 
 10. The Company does not utilize anticipated investment income as a factor in the premium deficiency calculation. 
 11. Unpaid losses and loss adjustment expenses include an amount determined from individual case estimates and loss 

reports and an amount, based on past experience, for losses incurred but not reported. Such liabilities are 
necessarily based on assumptions and estimates and while management believes the amount is adequate, the 
ultimate liability may be in excess of or less than the amount provided. The methods for making such estimates 
and for establishing the resulting liabilities are continually reviewed and any adjustments are reflected in the 
period such estimate is determined. 
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NOTES TO FINANCIAL STATEMENTS 

 
 12. Capitalization policy changed from the prior period – not applicable. 
 13. Estimate pharmaceutical rebate receivables – not applicable. 

 
2. Accounting Changes and Corrections of Errors 

 
A. During 2011, the NAIC adopted Statement of Statutory Accounting Principles No. 101 – Income Taxes, a replacement 

of SSAP No. 10R and SSAP No. 10 (“SSAP 101”). SSAP 101 is effective January 1, 2012 and includes the same 
calculation of limitation of DTA admissibility as SSAP 10R for insurers that maintain a minimum of 300% of their 
authorized control level RBC computed without net deferred tax assets. The Company exceeded the 300% minimum 
for RBC requirement at December 31, 2012 and 2011 and expects to exceed this minimum throughout 2013. SSAP 101 
also changes the recognition and measurement criteria for contingent tax liabilities. SSAP 101 did not have any 
material effect on the results of operations for 2012. 
 

B. During the current year's financial statement preparation, the Company discovered misstatements in the reporting of 
profit commissions, miscellaneous expenses and federal income taxes which are related to prior year financial 
statements.  The misstatements are related to the (1) contingent agent commission accrual, (2) recognition of prior year 
professional fee expenses, and (3) federal income taxes.  Federal income taxes include both the effects of return to 
provision differences resulting from the filing of the 2011 tax return, as well as corrections of the December 31, 2011 
net deferred tax asset.  The following reflects the impact of the correction on net income, total assets and total liabilities 
as presented in the December 31, 2011 financial statements as reported: 

Total Admitted 
Assets

Total 
Liabilities

Total Capital 
and Surplus

Total Liabilities 
and Capital and 

Surplus
Net Income 

(Loss)
December 31, 2011 as Reported 103,444,118$  72,406,485$   31,037,633$     103,444,118$  59,353$       

Federal income tax payable/recoverable (127,897)         -                  (127,897)           (127,897)          (127,897)      

Change in admitted deferred tax asset 133,133           133,133            133,133           

Profit commission 28,000             28,000              28,000             28,000         

Other underwriting expenses 80,439             80,439              80,439             80,439         

Total Prior Year Restatement 113,675           -                  113,675            113,675           (19,458)        

December 31, 2011 Adjusted 103,557,793$  72,406,485$   31,151,308$     103,557,793$  39,895$       

 
In the December 31, 2012 statutory financial statements these misstatements were reported as adjustments to the 
beginning statutory surplus. 
 

C. For comparative purposes, a reclassification has been made to the prior year presentation to conform to the current year 
presentation. 
 

3. Business Combinations and Goodwill 
 
A. Statutory Purchase Method – not applicable. 

 
B. Statutory Merger – not applicable. 

 
C. Impairment Loss – not applicable. 

 
4. Discontinued Operations – not applicable. 

 
5. Investments 

 
A. The Company has no mortgage loans. 
B. The Company has no debt and performed no debt restructuring. 
C. The Company has no reverse mortgages. 
D. Loan-Backed Securities: 

 1. For RMBS Loan Backed Securities, prepayment assumptions are obtained using Andrew Davidson & Co's Loan 
Dynamics model. CMBS Loan Backed Securities are protected against prepayments therefore any cash flow 
variability is driven mostly by defaults and recovery, not prepay optionality. 

 2. All securities within the scope of this statement with a recognized other-than-temporary impairment, (“OTTI”), 
disclosed in the aggregate, classified on the basis for the other-than-temporary impairments: 
a) Intent to sell – not applicable. 

 
b) Inability or lack of intent to retain the investment in the security for a period of time sufficient to recover the 

amortized cost basis – not applicable. 
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 3. For each security, by CUSIP, with a recognized OTTI, currently held by the reporting entity, as the present value 

of cash flows expected to be collected is less than the amortized cost basis of the securities: 
 

(1) (2) (3) (4) (5) (6) (7)

CUSIP

Book/Adjusted 
Carrying Value 
Amortized Cost
Before Current 
Period OTTI

Present Value of 
Projected Cash 

Flows
Recognized                  

OTTI *

Amortized Cost
 After Current 
Period OTTI

Fair Value at
 time of OTTI

Date of Financial 
Statement Where 

Reported

55313KAP6 892,308$           883,240$           (9,068)$              885,544$           860,489$           6/30/2012
61753JAF6 4,723,519          4,698,500          (25,019)                         4,700,337            4,899,420 6/30/2012
Total 5,615,827$        5,581,740$        (34,087)$            5,585,881$        5,759,909$        

* Fair value is reported at the end of the reporting period and the OTTI is calculated on the second month of each 
quarter. 
 

 4. in earnings as a realized loss (including securities with a recognized OTTI for non-interest related declines when a 
non-recognized interest related impairment remains): 
 
a) The aggregate amount of unrealized losses: 

 

1. Less than 12 Months 4,085$                  

2. 12 Months or Longer -$                      
b) The aggregate related fair value of securities with unrealized losses: 

 

1. Less than 12 Months 393,278$             

2. 12 Months or Longer -$                     �

 
 5. Management regularly reviews the Company’s fixed-maturity and equity security portfolios to evaluate the 

necessity of recording impairment losses for other-than-temporary declines in the fair value of investments. In 
evaluating potential impairment, management considers, among other criteria: 
 
i. the overall financial condition of the issuer; 
ii. the current fair value compared to amortized cost or cost, as appropriate; 
iii. the length of time the security’s fair value has been below amortized cost or cost; 
iv. specific credit issues related to the issuer such as changes in credit rating, reduction or elimination of 

dividends or non-payment of scheduled interest payments; 
v. whether management intends to sell the security and, if not, whether it is more likely than not that the 

Company will be required to sell the security before recovery of its amortized cost basis; 
vi. specific cash flow estimations for certain mortgage-backed and asset-backed securities; 
vii. current economic conditions. If an OTTI is determined for a fixed-maturity security, and management does 

not intend to sell and it is more likely than not that it will not be required to sell the security before recovery 
of cost or amortized cost, the credit portion is included in the statement of income in net realized investment 
gains (losses) and the non-credit portion is included in other comprehensive net income. The credit portion 
results in a permanent reduction of the cost basis of the underlying investment and the security is amortized 
to the expected recovery amount. The determination of OTTI is a subjective process and different judgments 
and assumptions could affect the timing of loss realization; 

viii. management implemented a threshold policy on impairments, whereby any individual security with a loss 
under $10 thousand, is deemed to be immaterial and will not be impaired. 
 

E. The Company has no repurchase agreements or securities lending transactions. 
F. Real Estate – not applicable. 
G. Low-income housing tax credits – not applicable. 

 
6. Joint Ventures, Partnerships and Limited Liability Companies 

 
A. Investments in joint ventures, partnerships and limited liability companies that exceed 10% of the Company’s admitted 

assets – not applicable. 
 

B. Investments in impaired joint ventures, partnerships and limited liability companies – not applicable. 
 

7. Investment Income 
 
A. Due and Accrued Investment Income 

 
The Company did not exclude any due and accrued investment income from surplus. 
 

B. Amounts Non-admitted – not applicable. 
 

8. Derivative Instruments – not applicable. 
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9. Taxes 

 
A. The components of the net deferred tax asset/(liability) at December 31 are as follows: 

 
 1.  

Ordinary Capital Total Ordinary Capital Total Ordinary Capital Total

(a) Gross deferred tax assets 3,790,633$        29,429$             3,820,062$        3,702,166$       46,462$         3,748,628$       88,467$          (17,033)$         71,434$          
(b) Statutory valuation allowance adjustments -                         -                         -                         -                        -                     -                        -                      -                      -                      
(c) Adjusted gross deferred tax assets (1a - 1b) 3,790,633          29,429               3,820,062          3,702,166         46,462           3,748,628         88,467            (17,033)           71,434            
(d) Deferred tax assets nonadmitted -                         -                         -                         -                        -                     -                        -                      -                      -                      
(e) Subtotal Net Admitted Deferred Tax Asset (1c - 1d) 3,790,633          29,429               3,820,062          3,702,166         46,462           3,748,628         88,467            (17,033)           71,434            
(f) Deferred Tax Liabilities 715,649             29,429               745,078             690,709            46,462           737,171            24,940            (17,033)           7,907              
(g) Net admitted deferred tax asset/(Net Deferred Tax 

Liability) (1e - 1f) 3,074,984$        -$                       3,074,984$        3,011,457$       -$                   3,011,457$       63,527$          -$                    63,527$          
 

12/31/2012 12/31/2011 Change

 
 
During 2011 the NAIC adopted Statement of Statutory Accounting Principles No. 101 – Income Taxes, A 
Replacement of SSAP No. 10R and SSAP No. 10 (“SSAP 101”). SSAP 101 is effective January 1, 2012 and 
includes the same calculation for limitation of DTA admissibility as SSAP 10R for insurers that maintain a 
minimum of 300% of their authorized control level RBC computed without net deferred tax assets.  The Company 
exceeded the 300% minimum RBC requirement at December 31, 2011 and 2010 and expects to exceed this 
minimum throughout 2013.  SSAP 101 also changes the recognition and measurement criteria for contingent tax 
liabilities. Management has evaluated SSAP 101 and believes it will have no material effect on the results of 
operations for 2013 and beyond. 
 

 2.  

Admission Calculation Components SSAP No. 101 Ordinary Capital Total Ordinary Capital Total Ordinary Capital Total
(a) Federal Income Taxes Paid in Prior Years Recoverable Through Loss 

Carrybacks -$                      -$                      -$                      787,455$              -$                         787,455$              (787,455)$      -$                   (787,455)$      
(b) Adjusted Gross Deferred Tax Assets Expected to be Realized 

(Excluding The Amount of Deferred Tax Assets From 2(a) above) 
After Application of the Threshold Limitation. (The Lesser of 2(b)1 
and 2(b)2 Below) 3,208,217         -                        3,208,217         2,402,962             -                           2,402,962             805,255         -                     805,255         

1. Adjusted Gross Deferred Tax Assets Expected to be Realized 
Following the Balance Sheet Date 3,208,207         -                        3,208,217         2,402,962             -                           2,402,962             N/A N/A 805,255         
2. Adjusted Gross Deferred Tax Assets Allowed per Limitation 
Threshold 4,075,224         4,075,224         2,603,385             2,603,385             N/A N/A 1,471,839      

(c) Adjusted Gross Deferred Tax Assets (Excluding the Amount of 
Deferred Tax Assets From 2(a) and 2(b) above) Offset by Gross 
Deferred Tax Liabilities (133,233)           -                        (133,233)           (178,960)              -                           (178,960)              45,727           -                     45,727           

(d) Deferred Tax Assets Admitted as the result of application of SSAP 
No. 101 Total ( 2(a) + 2(b) + 2(c ) ) 3,074,984$       -$                      3,074,984$       3,011,457$           -$                         3,011,457$           63,527$         -$                   63,527$         

Change12/31/2012 12/31/2011

 
 3.  

(a) Ratio Percentage Used to Determine Recovery Period and 
Threshold Limitation Amount 613.20% N/A

(b) Amount of Adjusted Capital and Surplus Used to Determine 
Recovery Period and Threshold Limitation in 2(b)2 Above 30,243,146$                   -                                      

2012    2011    

 
 

 4.  

Ordinary Capital Total Ordinary Capital Total Ordinary Capital Total
Percent Percent Percent Percent Percent Percent Percent Percent Percent

Impact of Tax Planning Strategies
(a) Adjusted Gross DTAS -                     -                     -                     -                     -                     -                     -                     -                     -                     

(%of Total Adjusted Gross DTAs) 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
(b) Net Admitted Adjusted Gross DTAs -                     -                     -                     -                     -                     -                     -                     -                     -                     

(%of Total Net Admitted Adjusted Gross DTAs) 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
(c) The Company's tax planning strategies did not include the use of reinsurance-related tax planning strategies.

12/31/2012 12/31/2011 Change

 
B. Unrecognized DTLs – not applicable. 
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C. Current Tax and Change in Deferred Tax 

 
 1. Current income tax 

12/31/2012 12/31/2011 Change

(a) Federal (998,729)$              (58,555)$                (940,174)$              
(b) Foreign -                             -                             
(c) Subtotal (998,729)                (58,555)                  (940,174)                
(d) Federal income tax on net capital gains 533,691                  343,269                  190,422                  
(e) Utilization of capital loss carryforwards -                             
(f) Other 51,241                    (193,676)                244,919                  

(g) Federal and foreign income taxes incurred (413,797)$              91,038$                  (504,835)$              
 

 
The tax effects of temporary differences that give rise to significant portions of the deferred tax assets and 
liabilities are as follows: 
 

 2. Deferred tax assets: 
 

12/31/2012 12/31/2011 Change

(a) Ordinary:
(1) Discounting of unpaid losses 1,202,472$             1,139,436$             63,036$                  
(2) Unearned premium reserve 1,457,093               1,444,563               12,530                    
(3) Policyholder reserves -                             
(4) Investments 77,109                    -                             77,109                    
(5) Deferred acquisition costs -                             
(6) Policyholder dividends accrual -                             
(7) Fixed assets & Intangibles -                             
(8) Compensation and benefits accrual -                             -                             -                             
(9) Pension accrual -                             

(10) Receivables - nonadmitted -                             
(11) Other assets - nonadmitted 124,639                  371,310                  (246,671)                
(12) Net operating loss carry-forward 808,827                  746,857                  61,970                    
(13) Tax credit carry-forward 120,493                  120,493                  
(14) Deferred Rent -                             
(15) Other (including items <5% of total ordinary tax assets) -                             
(99) Subtotal 3,790,633               3,702,166               88,467                    

(b) Statutory valuation allowance adjustment -                             -                             -                             
(c) Nonadmitted -                             -                             -                             
(d) Admitted ordinary deferred tax assets ( 2a99 - 2b - 2c ) 3,790,633               3,702,166               88,467                    

(e) Capital
(1) Investments 14,797                    2,866                      11,931                    
(2) Net capital loss carry-forward -                             -                             -                             
(3) Real estate -                             -                             -                             
(4) Other (including items <5% of total capital tax assets) -                             -                             -                             
(5) Unrealized capital losses 14,632                    43,596                    (28,964)                  

(99) Subtotal 29,429                    46,462                    (17,033)                  

(f) Statutory valuation allowance adjustment -                             -                             -                             
(g) Nonadmitted -                             -                             -                             

(h) Admitted capital deferred tax assets ( 2e99 - 2f - 2g) 29,429                    46,462                    (17,033)                  

(i) Admitted deferred tax assets (  2d + 2h ) 3,820,062$             3,748,628$             71,434$                  
 

 3. Deferred tax liabilities: 

12/31/2012 12/31/2011 Change

(a) Ordinary:
(1) Investments (7,103)$                     (34,811)$                27,708$                  
(2) Fixed assets - Capital Lease -                                -                             -                             
(3) Deferred and uncollected premiums -                                -                             -                             
(4) Policyholder reserves (11,860)                     (33,347)                  21,487                    
(5) Discount of accrued salvage and subrogation -                             
(6) Other (including items <5% of total ordinary tax liabilities) -                             

(99) Subtotal (18,963)                     (68,158)                  49,195                    

(b) Capital
(1) Investments (726,115)                   (669,013)                (57,102)                  
(2) Real estate -                                -                             -                             
(3) Other (including items <5% of total capital tax liabilities) -                                -                             -                             
(4) Unrealized capital gains -                             -                             

(99) Subtotal (726,115)                   (669,013)                (57,102)                  

(c) Deferred tax liabilities ( 3a99 + 3b99 ) (745,078) (737,171) (7,907)
 

 4.  
Net deferred tax assets/liabilities ( 2i-3c ) 3,074,984$            3,011,457$     63,527$             
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The change in net deferred income taxes is comprised of the following (this analysis is exclusive of nonadmitted 
assets as the Change in Nonadmitted Assets is reported separately from the Change in Net Deferred Income Taxes 
in the surplus section of the Annual Statement): 
 

12/31/2012 12/31/2011 Change

Total deferred tax assets 3,820,060$                3,748,628$                71,432$                  
Total deferred tax liabilities (745,075)                   (737,171)                    (7,904)                    
Net deferred tax assets/liabilities 3,074,987                  3,011,457                  63,530                    
Statutory valuation allowance adjustment (*see explanation below) -                                -                                 -                             
Net deferred tax assets/liabilities after SVA 3,074,985                  3,011,457                  63,528                    
Tax effect on unrealized gain/(losses) (14,632)                     (43,596)                      28,964                    
Statutory valuation allowance adjustment allocated to unrealized (+) -                                -                                 -                             
Tax effect of SSAP No. 3 adjustments 133,133                     (133,133)                
Change in net deferred income tax [(charge)/benefit] 3,060,353$                3,100,994$                (40,641)$                

SSAP No. 3 Impact Current Deferred Total

Loss Reserves 12,468$                     (12,468)$                    -$                           
Investement (145,601)                   145,601                     -                             
Fixed Assets and Intangibles -                                -                                 -                             
Net Operating Loss -                                -                                 -                             
Other 5,236                         -                                 5,236                      
Valuation Allowance -                                -                                 -                             
Total SSAP No. 3 Adjustments (127,897)$                 133,133$                   5,236$                    

 
D. Reconciliation of Federal Income Tax Rate to Actual Effective Rate 

 
The provision for federal and foreign income taxes incurred is different from that which would be obtained by applying 
the statutory Federal income tax rate to income before income taxes. The significant items causing this difference are as 
follows: 
 

12/31/2012 Effective Tax Rate

Provision computed at statutory rate  $              (405,501) 35.00%

Tax-Exempt Interest                  (325,623) 28.11%
Dividends Received Deduction                      (4,401) 0.38%
Proration                     49,504 -4.27%
Meals & Entertainment                             -   0.00%
Change in Statutory Valuation Allowance Adjustment                             -   0.00%
Change in nonadmitted assets                   246,671 -21.29%
Prior Year True Up                     66,194 -5.71%
State Tax Expenses                             -   0.00%
Foreign Tax Expense 0.00%
Others -                             0.00%
Total  $              (373,154) 32.21%

Federal and Foreign Income Taxes incurred (947,486)                81.78%
Tax on Realized Capital Gains/(Losses) 533,691                  -46.06%
Change in net deferred income taxes 40,641                    -3.51%
Total statutory income taxes  $              (373,154) 32.21%

 
 

E. Operating Loss and Tax Carryforwards 
 
 1. At December 31, 2012 the company has unused operating loss carryforwards available to offset against future 

taxable income - $2,310,934. 
 
At December 31, 2012, The Company has no capital loss carryforwards. 
 
At December 31, 2012, The Company has AMT credit carryforwards - $120,493. 
 

 2. The following is income tax expense for 2012 and 2011 that is available for recoupment in the event of future net 
losses: 
 

Year Ordianary Capital Total

2012                               -                               -                               - 

2011                               -                               -                               - 

Total -                             -                             -                              
 

 3. The Company did not have any protective tax deposits under Section 6603 of the Internal Revenue Code. 
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F. Consolidated Federal Income Tax Return 

 
 1. The Company’s federal income tax return is consolidated with the following entities: 

 
i. Tower Group, Inc. 

ii. Tower Risk Management Corp. 
iii. Tower Insurance Company of New York 
iv. Tower National Insurance Company 
v. Preserver Group, Inc. 

vi. Preserver Insurance Company 
vii. North East Insurance Company 

viii. North Atlantic Underwriters, Inc. 
ix. Mountain Valley Indemnity Company (January 1, 2012 to February 1, 2012) 
x. Ocean II Corp. 

xi. Ocean I Corp. 
xii. CastlePoint Bermuda Holdings, Ltd. 

xiii. CastlePoint Management Corp. 
xiv. CastlePoint Reinsurance Company, Ltd. 
xv. CastlePoint Insurance Company 

xvi. CastlePoint Florida Insurance Company 
xvii. HIG, Inc. 

xviii. Hermitage Insurance Company 
xix. Kodiak Insurance Company 
xx. Specialty Underwriters Alliance, Inc. 

xxi. CastlePoint National Insurance Company (f.k.a. SUA Insurance Company) 
xxii. CastlePoint Risk Management of Florida, Corp. 

xxiii. Massachusetts Homeland Insurance Company 
xxiv. York Insurance Company of Maine 

 
 2. The method of allocation among companies is subject to a written agreement, approved by the Board of Directors, 

Allocation is based upon separate return calculations with current credit for any net operating losses or other items 
utilized in the consolidated tax return. 
 

G. Federal of Foreign Income Tax Loss Contingencies 
 
The Company has no tax loss contingencies for which it is reasonably possible that the total liability will significantly 
increase within twelve months of the reporting date. 
 

10. Information Concerning Parent, Subsidiaries and Affiliates 
 
A. The Company is a wholly owned subsidiary of Tower Insurance Company of New York (“TICNY”), which is 

ultimately owned by Tower Group, Inc. a Delaware holding Company.  
B. The Company did not have any transactions with its Parent, Subsidiaries and Affiliates (excluding reinsurance 

transactions, any non-insurance transactions that are less than ½ of 1% of the total admitted assets, and cost allocations 
transactions). 

C. The Company did not change its methods of establishing terms regarding any affiliate transactions during the period 
ended December 31, 2012. 

D. At December 31, 2012, the Company reported $22,515,357 as an amount due from the parent, subsidiaries, and 
affiliates.  The terms of the settlement require that these amounts be settled within 45 days.�Settlement of intercompany 
balances can be in the form of cash, securities or a combination thereof. 

E. The Company has not entered into any guarantees or undertakings for the benefit of any affiliate.  Refer to Note 14 for 
disclosure of any contingencies. 

F. The Company has a Service & Expense Sharing Agreement with its affiliate, Tower Insurance Company of New York 
(“TICNY”). TICNY is the employer of staff that provides services to its affiliates under Tower Group, Inc. that are 
participants in the Tower Pooling Agreement.  Underwriting and Claim expenses are handled through the Pooling 
Agreement, however the Service & Expense Sharing Agreements are in place for other services performed by TICNY 
employees on behalf of the Company. 

G. All outstanding shares of the Company are owned by TICNY. 
H. The Company has no amount deducted from the value of an upstream intermediate entity or ultimate parent owned, 

either directly or indirectly, via a downstream subsidiary, controlled, or affiliated entity. 
I. The Company has no investment in an SCA entity that exceeds 10% of admitted assets of the insurer. 
J. The Company did not recognize any impairment write down for its investments in subsidiary, controlled or affiliated 

companies during the statement period. 
K. Investment in a foreign insurance subsidiary – not applicable. 
L. Investment in a downstream non-insurance holding company – not applicable. 

 
11. Debt 

 
A. Debt including capital notes – not applicable. 
B. FHLB (Federal Home Loan Bank) agreements – not applicable. 
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12. Retirement Plans, Deferred Compensation, Post Employment Benefits, Compensated Absences and Other Post Retirement 

Benefit Plans 
 
A. The Company does not sponsor a defined benefit plan. 
B. Tower Group, Inc. (“TGI”) employees are covered by a qualified defined contribution pension plan, the 401(k) and 

Profit Sharing Plan, sponsored by TGI. TGI matches $.50 for each dollar employees contribute to the plan, up to 8.0% 
of each employee’s compensation, each year. TGI’s contribution for the plan was $3,636,565 and $3,198,951 for the 
years ended December 31, 2012 and 2011, respectively.   

C. The Company does not sponsor a multiemployer plan. 
D. Certain TGI employees are covered by a non-qualified Supplemental Employee Retirement Plan (“SERP”) sponsored 

by TGI. Eligibility is based on officer level and length of service. TGI contributes a percentage of each employee’s 
eligible earnings ranging from 1.0% to 5.0% of earnings annually. TGI’s contribution for the plan was $562,003 and 
$777,944 for the years ended December 31, 2012 and 2011, respectively. The plan also permits eligible employees to 
make voluntary non-qualified deferrals to the plan from base salary and/or cash bonus compensation. 

E. Accrued for Post-employment Benefit and Compensated Absences – not applicable. 
F. Impact of Medicare Modernization Act on Post-retirement Benefits – not applicable. 

 
13. Capital and Surplus, Dividend Restrictions and Quasi-Reorganizations 

 
1. The Company has 12,000,000 shares of $1.0 par value common stock authorized and 3,049,000 shares issued and 

outstanding. 
2. The Company has no preferred stock outstanding. 
3. Without prior approval of its domiciliary commissioner, dividends to shareholders are limited by the laws of the 

Company’s state of incorporation, Maine, to $3,103,763. 
4. There were no dividends paid by the Company. 
5. Within the limitations of (3) above, there are no other restrictions placed on the portion of Company profits that may be 

paid as ordinary dividends to the Company’s shareholders. 
6. There are no restrictions on the unassigned funds (surplus) of the Company other than those described above in 

paragraphs (3) and (5) and these unassigned funds (surplus) are held for the benefit of shareholders and policyholders. 
7. The Company is not a mutual company. 
8. The Company holds no stocks of affiliated companies held for special purposes. 
9. Changes in balances of special surplus funds from the prior year are due to the adoption of SSAP No. 10R, effective 

December 31, 2009. 
10. The portion of unassigned funds (surplus) represented or reduced by each of the following items as of December 31, 

2012: 
i) unrealized gains and (losses) – $(514,160); 
ii) non-admitted asset values - $1,109,955; 
iii) separate account balances – not applicable; 
iv) asset valuation reserves – not applicable; 
v) provision for reinsurance – not applicable. 

11. Surplus Notes – not applicable.  
12. Impact of any restatements due to quasi-reorganizations – not applicable. 
13. Effective date of all quasi-reorganizations in the prior 10 years – not applicable. 

 
14. Contingencies 

 
A. Contingent commitments – not applicable. 
B. Assessments 

 
 1. As of December 31, 2012, the Company has not received any notifications from any insolvency or any other 

regulatory entity for any possible assessment; therefore, the Company does not expect any insolvencies or 
assessments. At this time, the Company is unable to determine the possible amounts, if any of such assessments. 
Accordingly, the Company is unable to determine the impact, if any, such assessments may have on the 
Company's financial position or results of operation. 
 
Premium based assessments, the event that obligates the entity is writing the premiums, or being obligated to write 
or renew the premiums on which the assessments are expected to be based. Some states require the entity to 
remain liable for assessments even though the insurance entity discontinues the writing of premiums. As such, a 
liability is recognized once this condition has been met. Pursuant to SSAP No. 35R, Guaranty Fund and Other 
Assessments, the accrual of prospective-premium based assessments is based on and limited in the same manner 
for which the liability is recognized. Premium base and loss base assessments for the Tower US pool (refer to 
Note 26) for various insurance departments and boards were $8,636,542 and $6,706,646 for 2012 and 2011, 
respectively. These liabilities are usually paid in the calendar year following the establishment of the liability 
and/or within two years. Actual assessments have resulted in differences to the original estimated liability. As a 
result, the Tower US pool paid $4,290,687 and $6,808,612 for 2012 and 2011, respectively. State guaranty 
assessments are paid when notified by the state, usually a three year period. Premium tax offset or assets for 
guaranty fund payments in most states are realized within five years of the payment of the guaranty fund 
assessment. 
 
The amount of recognized liabilities for premium base assessments and loss base assessments are shared by the 
pool participants in their respective pool percentages. 
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 2.  

a. Assets recognized from paid and accrued premium tax offsets
and policy surcharges prior year-end $ -                     

b. Decreases current year:
Policy surcharges paid $ -                     
Premium base and loss base assessments paid $ -                     
Premium tax offset applied $ -                     

c. Increases current year:
Policy surcharges collected $ -                     
Premium base and loss base assessments liability set up $ -                     
Premium tax offset applied $ 24,741                

d. Assets recognized from paid and accrued premium tax offsets
and policy surcharges current year-end $ 24,741                 

 
C. Gain contingencies – not applicable. 
D. Claims related to extra contractual obligation and bad faith losses stemming from lawsuits – not applicable. 
E. Product Warranties – not applicable. 
F. All Other Contingencies – not applicable. 

 
15. Leases 

 
A. Lessee Operating Lease: 

 
 1. As a participant of the Inter-company Pooling Arrangement, the Company incurs 4% of the expense associated 

with leased office space and equipment in various locations. Following the allocation of expenses among Pool 
members, the lease expense for the Company in 2012 and 2011 was approximately $763,000 and $587,000 
respectively in each year. 
 

 2. The following details the Company’s future lease commitments as part of the Pool: 

Year Ending 
December 31

Operating 
Leases

2013 756,935$       
2014 843,956
2015 1,033,682
2016 460,562
2017 423,897
Total 4,837,324$    

�

 
 3. Sale-Leaseback Transactions – not applicable. 

 
B. Lessors Leases – not applicable. 

 
16. Information about Financial Instruments with Off-Balance Sheet Risk and Financial Instruments with Concentration of 

Credit Risk – not applicable. 
 

17. Sale, Transfer and Servicing of Financial Assets and Extinguishments of Liabilities 
 
A. Transfer of Receivables as Sales – not applicable. 
B. Transfer and Servicing of Financial Assets – not applicable. 
C. Wash Sales – Not applicable. 

 
18. Gain or Loss to the Insurer from Uninsured  A & H Plans and the Uninsured Portion of Partially Insured Plans 

 
A. Administrative Services Only (ASO) Plans – not applicable. 
B. Administrative Services Contract (ASC) Plans – not applicable. 
C. Medicare or Other Similarly Structured Cost Based Reimbursement Contracts – not applicable. 

 
19. Direct Premium Written/Produced by Managing General Agents/Third Party Administrators 

 

Name and Address of Managing 
General Agent of Third Pary 

Administration
FEIN 

Number
Exclusive 
Contract

Type of Business 
Written

Type of 
Authority 
Granted *

Total Direct 
Premium Written/ 

Prodeced By
Arrowhead General Insurance 
Agency, Inc.
701 B. Street Suite 2100 San 
Diego, CA 92101 33-0108914 No

Commercial Multi Peril
Inland Marine B, C, CA, P, U 2,476,177$           

Total 2,476,177$            
 

20. Fair Value Measurement 
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A.  

 1. Fair Value Measurement at Reporting Date 
(1) (2) (3) (4) (5)

Description (Level 1) (Level 2) (Level 3) Total
a. Assets at fair value

Perpetual Preferred stock -                     
         Industrial and Misc 1,014,261$        -$                        -$                1,014,261$        
         Parent, Subsidiaries and Affililates -                     
                  Total Perpetual Preferred Stocks 1,014,261          -                      -              1,014,261          

Bonds
         U.S. Governments -                      -                     
         Industrial and Misc 402,175              402,175             
         Hybrid Securities -                     
         Parent, Subsidiaries and Affililates
                  Total Bonds -                     402,175              -              402,175             

Common Stock
         Industrial and Misc -                     -                     
         Parent, Subsidiaries and Affililates -                     -                     
                  Total Common Stocks -                     -                      -              -                     

Other Invested Assets
         Alternative Investments LP 3,428,537          -                      -              3,428,537          
                  Total Other Invested Assets 3,428,537          -                      -              3,428,537          

Derivative assets
         Interest rate contracts
         Foreign exchange contracts
         Credit contracts
         Commodity futures contracts
         Commodity forward contracts
                  Total Derivatives -                     -                      -              -                     

Separate account assets
Total assets at fair value 4,442,798$        402,175$            -$                4,844,973$        

b. Liabilities at fair value
Derivative liabilities

Total liabilities at fair value -$                       -$                        -$                -$                       
�

�

The Company had no transfers between level 1 and level 2 of the fair value hierarchy. 
�

 2. The Company had no Level 3 assets at December 31, 2012 and December 31, 2011 that were valued at the fair 
value hierarchy. 

 3. No transfers were made between levels during the reporting period. 
 4. Fair value measurement: 

a. The valuation technique used for fair value measurement is the Market approach. No change in technique 
was made during the reporting period. 

b. Independent pricing services such as IDC or NAIC prices are used for fair valuation of assets categorized as 
Level 2. There were no assets categorized as Level 3 at the reporting date. 

c. When measuring fair value, the Company process to validate the market prices obtained from the outside 
pricing sources include, but are not limited to, periodic evaluation of model pricing methodologies, the 
availability of observable inputs, market activity or liquidity. In circumstances where quoted market prices 
are unavailable, the Company utilizes fair value estimates based upon other observable inputs including 
matrix pricing, benchmarking interest rates, market comparables and other relevant inputs or based on 
unobservable inputs if observable inputs are not available. 
 

 5. The Company has no investments in derivatives. 
 

B. Other Fair Value Disclosure – not applicable. 
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C. Types of Financial Instruments for which it is Practicable to Estimate Fair Value 

Type of Financial 
Instrument

Aggregate Fair 
Value Admitted Assets (Level 1) (Level 2) (Level 3)

Not 
Practicable 

Carrying 
Value

Bonds 51,170,393$    47,945,366$    -$              51,170,393$   -$     -$        

Perpetual Preferred 
Stock 1,014,261        1,014,261        1,014,261     -                  -       -          

Redeemable Preferred 
Stock 827,800           835,392           827,800        -       -          

Common Stocks (1) -                   -                -                  -       -          

Cash, Cash equivalent 
& Short term 
investments 324,877           324,877           324,877          -       -          

Other Invested assets 
(carried at FV)  (1) ** 3,428,537        3,428,537        3,428,537     -       -          

Receivable for 
securities -                   -                   -                  -       -          

Total Assets 56,765,868$    53,548,433$    5,270,598$   51,495,270$   -$     -$        

Financial Instruments- 
Liabilit ies -                   -                   -                -                  -       -          

Total Liabilit ies -$                 -$                 -$              -$                -$     -$        

** Other invested asset - Merit LP Fund is reported at net asset value which is Fair Value.

Note: (1) Excludes affiliated common stock, surplus notes & Other invested assets which are reported under the 
Equity Method.

 
D. Reasons not Practical to Estimate Fair Value – not applicable. 

 
21. Other Items 

 
A. Extraordinary Items – not applicable. 
B. Troubled Debt Restructuring – not applicable. 
C. Assets in the amount of $1,992,559 and $1,987,846 as of December 31, 2012 and 2011, respectively, were on deposit 

with government authorities or trustees as required by law.  
D. Uncollectible Premiums Receivable – not applicable. 
E. Business Interruption Insurance Recoveries – not applicable. 
F. Transferable or Non-Transferable State Tax Credits. 
G. The Company has no Subprime Mortgage Related Risk Exposure – not applicable. 

 
 1. Subprime Mortgage Exposures 

 
The Tower Group defines its exposure to subprime mortgage related risk through an analysis of the underlying 
collateral characteristics of its non-agency mortgage backed securities. Subprime collateral will generally be 
characterized by loans to borrowers with lower credit ratings, but may also include one or more of the following 
characteristics: incomplete or abbreviated loan documentation, higher loan to value ratios, non-conventional loan 
types, and other non-standard loan characteristics. The subprime designation is also cross-checked against market 
conventional definitions as reported by Loan Performance, rating agencies, Bloomberg, and Intex. 
 
For all exposures rated below AA, OTTI analysis is performed whereby future security cash flows are modeled 
using industry standard loan level models. Unrealized losses are then deemed to be either temporary or other-than-
temporary. If the losses are other-than-temporary, we record to impairment and adjust the book value to the new 
cost basis.  
 
Future performance of securities and their intrinsic values are compared to market prices and trading levels in 
evaluating a buy/hold/sell strategy for existing positions. Trading of non-agency securities are managed by Tower 
Group asset managers in accordance to the management agreement which is approved by Tower Group's 
management as set forth in the Tower Group's Investment Policy Statement which has been approved by the 
Investment Committee of the Board of Directors. 
 

 2. Direct exposure through investments in subprime mortgage loans – not applicable. 
 

 3. Direct exposure through other investments – not applicable. 
 

 4. Underwriting Exposure – not applicable. 
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22. Event Subsequent 

 
A. Type I – Recognized Subsequent Events – not applicable. 

 
B. Type II – Nonrecognized Subsequent Events: 

 
On April 25, 2012, Tower Group, Inc. (“Tower) entered into an agreement to invest approximately $75 million to 
acquire a 10.7% stake in Canopius Group Limited (“Canopius Group”), a privately owned Lloyd’s insurance holding 
company domiciled in Guernsey, Channel Islands.  Tower also entered into an agreement dated April 25, 2012 under 
which Canopius Group committed to assist Tower with the establishment of a presence at Lloyd’s of London (subject 
to required approvals) and granted Tower an option (the “Merger Option”) to combine with Canopius Holdings 
Bermuda Limited (“Canopius Bermuda”). 
 
On August 20, 2012, Tower closed on its acquisition of a 10.7% stake in Canopius Group and paid $74.9 million. 
 
On July 30, 2012, Tower announced that it exercised the Merger Option and executed an Agreement and Plan of 
Merger with Canopius Bermuda pursuant to which a wholly-owned subsidiary of Canopius Bermuda will acquire all of 
Tower’s common stock. Before the merger can be effective, Tower will require an affirmative vote by its stockholders 
and approval from the Board of Directors. It is also a condition of closing that Canopius Group sells its interest in 
Canopius Bermuda prior to the closing of the pending merger. Tower currently anticipates the closing of the merger to 
take place in March 2013. 
 
Upon consummation of the Merger, Canopius domiciled in Channel Islands will become the ultimate controlling 
person and the Company will be deemed under foreign control. 
 

23. Reinsurance (000’s) 
 
A. Unsecured Reinsurance Recoverables that exceed 3.0% of the company’s policyholder surplus - not applicable. 

 
B. Reinsurance Recoverables in Dispute – not applicable. 

 
C. Reinsurance Assumed and Ceded: 

 
(1) 

Premium Commission Premium Commission Premium Commission
Reserve Equity Reserve Equity Reserve Equity

a. Affiliates 46,149$                   8,703$                        32,667$                  5,623$                    13,482$                 3,081$                   
b. All Other -                          -                              -                         -                         -                        -                         

c. Total 46,149$                   8,703$                        32,667$                  5,623$                    13,482$                 3,081$                   

d. Direct Unearned Premium Reserve: 6,842$                    

Net
ReinsuranceReinsurance

Assumed Ceded
Reinsurance

�

�

(2) Additional or return commission predicated on loss experience or on any other form of profit sharing arrangements 
in this annual statement are as follows: 

 
Direct Assumed Ceded Net

a. Contingent Commission 208$                   -$                    -$                    208$                   
b. Sliding Scale Adjustment -                      -                      -                      
b. Other Profit Commission Arrangements

d. Total 208$                   -$                    -$                    208$                   
�

 
(3) Protected Cells – not applicable��
 

D. Uncollectible Reinsurance – not applicable. 
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E. Commutation of Ceded Reinsurance: 

 
Mountain Valley Indemnity Company (“MVIC”) with 100% cession to the Tower Pool and a 3% assumption from the 
pool exited the Tower US pool, effective January 1, 2012 as a result of the sale of MVIC to an affiliate, Adirondack 
Insurance Exchange.   MVIC returned its share of  the December 31, 2011  unearned premiums  and  loss and loss 
adjustment  expense reserves assumed from Tower US pool and received its gross unearned premium and loss and loss 
adjustment expense reserves from Tower US pool.  The transaction was settled by a $22.7 million transfer of securities 
by MVIC to Tower US pool. Tower pool reimbursed MVIC $2.2 million in commissions on unearned premiums. The 
transaction was pooled among the pool members in their respective pool percentage. The details are as follows: 
 

Tower Pool
Unearned premium 15,144$                       
Loss reserves 22,258                         
Loss adjustment expesne reserve $2,246

Total considaration settled by transfer of securities 39,648$                       
�

The Company has reported in its operations in the current year as a result of commutation of reinsurance with the 
companies listed below, amounts that are reflected as: 
(1) Losses incurred -$                              

(2) Losses adjustment expenses incurred -$                              

(3) Premiums earned -$                              

(4) Other (2,356)$                     

(5) Company Amount

TICNY 37,292$                    

MVIC (37,292)$                    
 

F. Retroactive Reinsurance – not applicable. 
 

G. Reinsurance accounted for as a deposit – not applicable. 
 

H. Disclosures for the transfer of property and casualty run-off agreements – not applicable. 
 

24. Retrospectively Rated Contracts & Contracts Subject to Redetermination 
 
A. The Company estimates accrued retrospective premium not offset by retrospective return premiums, other liabilities to 

the same party (other than loss adjustment expense reserves), or collateral as permitted by SSAP No. 66, 
Retrospectively Rates Contracts, has been non admitted. 
 

B. The Company records accrued retrospective premium as an adjustment to earned premium. 
 

C. See Schedule P – Part 7A. 
 

D. The Company does not have medical loss ratio rebates. 
E. Ten percent of the amount of accrued retrospective premiums not offset by retrospective return premiums, other 

liabilities to the same party (other than loss and loss adjustment expense reserves), or collateral as permitted by SSAP 
No. 66, Retrospectively Rates Contracts, has been non admitted. 
 

(000's) TOTAL TICNY CPIC CNIC HIC PIC NEIC TNIC
a. Total accrued retro premium 2,357$            872$               448$           424$           307$           165$           94$             47$             
b. Unsecured amount 1,722              637                 327             310             224             121             69               34               
c.  Less: Nonadmitted amounts  (10%) 172                 64                   33               31               22               12               7                 3                 
d. Less: Nonadmitted for any person for whom agents’

    balances or uncollected premiums are Nonadmitted 
e. Admitted amounts 2,185$            808$               415$           393$           285$           153$           87$             44$              

 
25. Change in Incurred Losses and Loss Adjustment Expenses 

 
Reserves for incurred losses and loss adjustment expense attributable to prior years has increased by $2,542,000 as a result 
of re-estimation of unpaid loss and losses adjustment expenses principally on homeowners, worker's compensation, 
commercial auto/truck liability/medical, private passenger auto liability, commercial multi-peril and other liability lines of 
business.  This increase is generally the result of on-going analysis of recent loss development trends.  Original estimates are 
increased or decreased, as additional information becomes known regarding individual claims. 
 
Included in the total prior year favorable development, the Company experienced $4,583 of unfavorable development on 
retrospectively rated policies in the workers compensation line of business. When losses increase on retrospectively rated 
policies, the Company may receive additional premiums subject to policy contract limits.  Therefore, additional premium 
accruals have been made that largely offset the unfavorable development on these retrospectively rated policies (see Note 
24). 
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26. Inter-Company Pooling Arrangements 

 
Tower Insurance Company of New York - Pool Manager created an inter-company pool on January 1, 2008 to effectively 
manage the underwriting risk of certain companies of the Tower Group. Pool participants with their respective participation 
percentage as of December 31, 2012 in the pool are as follows: 
 

Participation

Name of Insurer NAIC Code Percentage
Tower Insurance Company of New York ("TICNY") 44300 37%
CastlePoint National Insurance Company ("CNIC") 17205 19%
CastlePoint Insurance Company ("CPIC") 40134 18%
Hermitage Insurance Company ("HIC") 18376 13%
Preserver Insurance Company ("PIC") 15586 7%
North East Insurance Company ("NEIC") 24007 4%
Tower National Insurance Company ("TNIC") 43702 2% �

 
Mountain Valley Indemnity Company (“MVIC”) with a 3% participation exited the pool on January 1, 2012 as a result of 
the sale of MVIC to Adirondack Insurance Exchange an affiliate. CastlePoint Insurance Company assumed 3% participation 
percentage of MVIC from TICNY and increased its participation to 19% effective January 1, 2012. 
 
• Pool participants other than Pool Manager cede 100% of gross business (direct and assumed) to Pool Manager, and 

Pool Manager assumes 100% of gross business with respect to policies issued and assumed by the pool participants 
other than Pool Manager.   All lines of business are subject to the pooling arrangement. The pool manager cedes to the 
pool participants their respective share of the pool including business written net of cessions on its own account. 
 

• At the end of each quarter pool participants report to the Pool Manager premiums written, commissions, losses and 
LAE, salvage and subrogation recoveries received unearned premiums and outstanding losses and LAE ceded to the 
pool.  In turn, the Pool Manager reports similar information to each pool participant based upon their respective share. 
 

• The Pool Manager is responsible for securing reinsurance on the pool premiums from non affiliated re-insurers and 
affiliated insurer CastlePoint Reinsurance Co Ltd. Some pool participants have quota share reinsurance arrangements 
with other non pool participants.  Business assumed from non pool insurance companies of the Tower Group by pool 
participants enters the pool through pool participants. Notwithstanding this process, each pool participant has a 
contractual right of direct recovery from its own facultative re-insurers per the terms of the reinsurance agreement. 
 

• There are no discrepancies related to the pooled business between the assumed and ceded reinsurance schedules of the 
pool participants. 
 

• The Pool Manager establishes a provision for reinsurance for the pool and reflects Schedule F penalty for the pool. 
Write-offs of uncollectible reinsurance are subject to the pooling arrangement and shared by all pool participants. 
 

• The Pool Manager, TICNY, collects all premiums and pays all losses and related underwriting expenses on behalf of 
the members. Amounts due to or from TICNY, pool manager are settled in the next quarter.  Amounts due to the pool 
participants as of December 31, 2012 are as follows: 
 

Pool Participants
Due (to) from 

affiliates

TICNY 63,526,184$             
CPIC (14,064,110)
CNIC (21,388,036)
HIC (11,247,585)
PIC (6,121,208)
NEIC (3,344,606)
TNIC (7,360,639)
TOTAL -$                              

 
• Settlement of intercompany balances can be in the form of cash, securities or a combination thereof.  

 
27. Structured Settlements 

 
A. Loss reserves eliminated by annuities and unrecorded loss contingencies – not applicable.  

 
B. Annuities for which the Company has not obtained a release of liability from the claimant as a result of the purchase of 

an annuity – not applicable. 
 

28. Health Care Receivables 
 
A. Pharmaceutical rebate receivables – not applicable. 

 
B. Risk sharing receivables – not applicable. 
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29. Participating Policies – not applicable. 

 
30. Premium Deficiency Reserves 

 

1. Liability carried for premium deficiency reserves $0

2. Date of the most recent evaluation of this liability 12/31/2012

3. Was anticipated investment income utilized in the calculation? No �
 

31. High Deductibles 
 
As of December 31, 2012 and 2011, the amount of reserve credit recorded for high deductibles on unpaid claims was 
$462,000 and $292,680, respectively, and the amount billed and recoverable on paid claims was $0 and $0, respectively. 
 

32. Discounting of Liabilities for Unpaid Losses or Unpaid Loss Adjustment Expenses 

The Company discounts a portion of its workers compensation and general liability losses. The table used was the current 
life tables from the US government web page of SSI (2005 tables were used).  An interest rate of 4.0% was used to discount 
the cash flow up to $1 million. For the business discounted the Company has significant reinsurance for 2010 and prior in 
place above $1 million, therefore there is no impact to the Company for losses over $1 million. For 2011 the Company 
retained 17.5% of losses excess of $2 million and ceded 100% of losses excess of $5 million. For 2012 the Company 
retained 50% of losses excess of $2 million and ceded 100% of losses excess of $5 million. 

Summary of tabular discounts: 

Schedule P Lines of Business
CASE IBNR

Workers Compensation $84 $84
Other Liability 83                                            84                                              
Total $167 $168

* Must exclude medical loss reserves and all loss adjustment expense reserves.

Tabular Discount Included in Sch. P, Part 1* (000's)

�

33. Asbestos/Environmental Reserves – not applicable. 
 

34. Subscriber Savings Account – not applicable. 
 

35. Multiple Peril Crop Insurance – not applicable. 
 

36. Financial Guaranty Insurance – not applicable. 
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